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released from dependence on metallic reserves, did nothing to
stop.

Since trade activity induces credit expansion, and credit
expansion by enlarging demand stimulates trade activity, any
tendency to expansion which appears, and which is not checked
by the exigencies of a metallic currency, or by some other limiting
principle, is likely to grow cumulatively. The Bank Restriction
had prepared the way for such a movement, and it was already
gathering impetus during the years 1803-7 without causing any
considerable depreciation of the pound so long as it was merely
keeping pace with trade revival on the Continent. The
revolt of Spain against the French in 1808 opened for the first
time an effective breach in the Spanish monopoly of the South
American trade. Of that opportunity the English in virtue of
their alliance with the Spanish patriots and of their complete
command of the sea, were alone in a position to take advantage.
There ensued a period of commercial activity and optimism.
Trade with South American ports several months distant had
a highly speculative character, and involved great length and
therefore great volume of credit.

The practice of the Bank of England was to discount all good
eligible bills that were offered. It was guided entirely by the
quality and character of the bills, and in no degree by the total
amount that it had to discount. The amount of bills drawn to
finance sales of goods might be increased to an indefinite ex-
tent by trade activity, and the need for currency would not
impose a limit on the growth of activity or on the rise of prices
so long as bills could be readily turned into currency at the
Bank of England. The usury laws prohibited a rate of interest
above 5 per cent., so that the Bank was precluded from deterring
borrowers by raising its rate of discount above that figure. It
had no means of limiting the amount of currency created by
discounts except the 'rationing' of discounts to which it had had
recourse at the end of 1795, a measure recognized to be undesir-
able, and inconsistent with the Bank's public duty as the lender
of last resort.

Under these conditions activity easily led to inflation. At the